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CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ Millions 
and represent period averages 
unless otherwise indicated. 


A B cl/ D 
Estimated 
1977 1978 % Change 1979 
Exchange Rate: US$1.00 = c$1.06 c$1.14 C$1.17 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 209,379 230,407 ; 253,448 
Per Capita GNP, Current Prices 

(Thousands of C$) 9,002 9,812 ‘ 10,655 
Private Investment Current $ 41,403 4h 5620 : 4g ,528 
Personal Income, Current $ 171,195 189,014 5 211,720 
Retail Sales 61,548 68,810 ; 11, 15> 
Industrial Production 

(1971=100) 125.6 132.3 

Unit Labor Costs in Manufacturing@/ 

(1971=100) 166.5 170.9 

Average Weekly Industrial Wage 

(Hundreds of C$) 266.0 285.7 

Labor Force (millions) 10.5 10.9 

Average Unemployment Rate (%) Baa: 8.4 


MONEY AND PRICES 
Money Supply (M1) 19,590 21,569 
Interest Rates: 
Bank of Canada Rate** 7.50 a8. 25 
Chartered Bank Prime Rate** 8.25 12.00 
Indices: 
Consumer Prices, Non-Food 
(1971=100) 163.9 
Consumer Prices, Food (1971 
Industry Selling Price3 
(1971=100) 74.3 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(US$ Millions) ** 
Balance of Payments!/ 
Net Direct Investment Flows 
Balance of Merchandise Trade 
Merchandise Exports (fob) 

U.S. Share 
Merchandise Imports (fob) 

U.S. Share 


Main Imports from U.S. (1978): Automotive vehicles and parts, C$12.5 billion; 
chemical products C$2.0 billion; equipment and tools C$4.3 billion; agricultural 
machinery C$1.3 billion; industrial machinery C$3.3 billion. 


Footnotes: 1/ Column C represents percentage change between Columns A and B. 
2/ Labor Income per unit of output. 
3/ Essentially a wholesale price index. 
4/ Basic balance defined as current account balance plus balance on 
long-term capital flows. 
** End of period or latest (for 1979) 
Source: Statistics Canada, Bank of Canada Review, & other statistical material. 





SUMMARY : 


Following an advance of 3.4% in 1978, Canadian real GNP 
growth slowed substantially during the first half of 1979. 
The deceleration of GNP growth resulted from a contraction 
of external demand, reflecting the downturn in the U.S. 
economy, while domestic demand has remained relatively 
buoyant. Despite weaker growth performance, the unemployment 
rate has dropped markedly. However, the strong upward 

march of consumer prices continues. Moreover, with the 
merchandise trade surplus off sharply from last year's 

level, the current account deficit widened significantly. 


Growth should pick up somewhat in the balance of 1979 

but will show an average annual increase well below the 
economy's potential. Given the prospect of continued 
rapid inflation and a deterioration of the current account 
position, economic policy will remain prudent. 


Despite overall modest growth, there will be good opportun- 
ities for U.S. investors and exporters in many sectors. 
Canadian tariffs will be substantially reduced when the 
MIN is fully implemented, but average tariff levels will 
remain higher than other industrialized countries. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Real GNP growth sputtered and stalled early in 1979... 


The growth of real GNP decelerated to a 3.9% annual rate in 
the first half of 1979, from 4% recorded in the second half 
of last year. Moreover, much of the strong advance of GNP 
in the first quarter was due to temporary factors (involun- 
tary inventory accumulation, a decline in the savings rate 
induced by pending tax changes), reversal of which in the 
second quarter caused real GNP to fall at a 2.8% annual rate. 
Although the index of industrial production rose by nearly 
6% in the first half of 1979 from a year earlier, it dropped 
in the second quarter and in July stood less than 1% 

above its January level. Sagging growth performance has 
resulted from a stiff decline in the volume of exports, 
reflecting the slowdown of the U.S. economy. Domestic 
demand, particularly private business investment spending, 
has remained buoyant. While the growth of total employment 
has slackened considerably in line with weakening output 
performance, the unemployment rate has declined due to an 
even greater deceleration in labor force growth. Unemployment 
averaged 7.7% in the first half of the year, compared with 
8.4% in 1978. 





and consumer prices continued their strong upward march... 


Fueled by double digit increases in food prices, the twelve- 
month increase in the consumer price index averaged 9.2% 

in the first half of 1979. Moreover, the rise in non-food 
prices, one réason for the underlying rate of inflation, 

has accelerated, due in part to a faster growth in wages. 
Base wage increases awarded in collective agreements 
averaged 8.1% at an annual rate in the second quarter, up 
from the first quarter rate of 7.1%. Average weekly 
earnings climbed by 9.0% in the first half of this year. 


but performance should improve somewhat in the balance 
of the year. 


Private investment spending should continue its steady 
advance in the remainder of this year, private consumption 
spending should quicken with the rise of real disposable 
incomes. Although the future course of inventory move- 
ments is a major uncertainty, the growth of overall domestic 
demand is likely to strengthen in the near term. Export 
demand will continue to be weak due to slow U.S. growth, 

but the decline should be less precipitous than that 
experienced in the first half of this year. Accordingly, 
the fall in real GNP growth registered in the second 

quarter will probably not be repeated in the balance of the 
year. Nonetheless, average real GNP growth in 1979 may 

well be less than 3%, far below the economy's potential 
growth rate of about 4%. The inflation rate has decelerated 
somewhat in recent months, but much of the damage has 
already been done and the average increase in consumer 
prices in 1979 will be close to last year's 9% level. 

The unemployment rate should average just over 7.5% for 

the year. 


Economic policy continues to emphasize restraint << 


The new Progressive Conservative government has set the 
reduction of inflation as its highest priority. Thus, 

it is likely to enact measures for fiscal stimulus promised 
during the election campaign last spring only as evolving 
economic conditions permit. However, it has already 
announced that tax deductions for mortgage interest and 
property tax payments will be phased in over four years 
beginning this year at a cost estimated at C$2.3 billion 
per year when fully implemented. 


The federal government has also stressed the need to reduce 
ublic expenditure to reduce the federal deficit (projected 
at CS11.3 billion in FY 1979/80) and to restrict the scope 
of government involvement in the economy. Public service 


employment is to be reduced, and some Crown (public) 
Corporations will be sold off to the private sector. 





Ener olicy will be a key concern. Policies to bring 
domestic energy prices up to world levels will probably 
require a new agreement with the provinces on energy 
taxation. Oil exports to the U.S. have been reduced, 
natural gas exports will be increased, major pipeline 
decisions are pending and major new energy projects are 
under study. The goal of energy self-sufficiency has been 
set for 1990. 


The short run objective of monetary policy in the past 

year has been to defend the Canadian dollar exchange rate 
by raising interest rates to influence capital flows. In 
September the bank (discount) rate was raised to 12.25%, 
the sixth such rise since September 1978, when the rate 

was 9.50%. In addition, the Bank of Canada has pushed 

up long-term interest rates through open market operations 
to support the dollar by maintaining a positive differential 
between Canadian and U.S. interest rates. The government's 
longer term objective remains to progressively reduce the 
inflation rate, while accommodating adequate economic 
growth, through a gradual reduction in the growth of the 
money supply. As the money supply (M1) growth has been 
close to the upper limit of the official target range, 
while the inflation rate and growth of loans have remained 
high, the government has indicated that the higher interest 
rates have been needed both to support the exchange rate 
and to pursue domestic policy goals. 


due, in large part, to the widening current account deficit ... 


The current account deficit ballooned to an annual rate 

of C$7.0 billion in the first half of 1979, up sharply 
from the 1978 deficit of C$5.3 billion. The deterioration 
in the current account position in 1979 has been primarily 
due to a contraction of the merchandise trade surplus, 
reflecting the slowdown of the U.S. economy, although a 
continued increase in the services deficit, especially 
interest and dividends, has been a contributory factor. 
While the trade surplus should stabilize in the remainder 
of this year, the service deficit will widen progressively, 
pushing the current account deficit for the year above 
C$7.0 billion. 


and to continued vulnerability of the exchange rate. 


Although subject to sporadic bouts of weakness, the Canadian 
dollar exchange rate has firmed in recent months. Canada's 
greater self-sufficiency in energy and lower inflation 

rate than the U.S. have largely offset exchange market 

fears about the growing current account deficit. Official 
intervention has focused on short-term "smoothing" oper- 
ations which resulted in a net gain of US$552 million in 
U.S. dollar official reserves in the first 8 months of 





1979, following losses of more than US$4.7 billion in 

1978 which were partly offset by official foreign borrowing. 
Early in 1979, the federal government borrowed about 

US$500 million in Japan and US$900 million in Swiss markets, 
but it also repaid US$2.2 billion of the US$2.7 billion 

it had drawn down from its US$5.5 billion short-term lines 
of credit with Canadian, U.S. and other foreign banks. 


Regional disparities in growth performance could diminish. 


The Atlantic Provinces (Nova Scotia, Newfoundland, Prince 
Edward Island, New Brunswick) continue to have the highest 
unemployment rate in Canada,(i.e., 10.5%, 14.4%, 11.0% and 
11.5% respectively) but could have growth rates well above 
the national average in 1979 with Nova Scotia and Newfoundland 
leading the pack. Driving forces of growth include 
stimulus to the fishing industry from the establishment 

of the 200-mile coastal economic zone, active offshore 

oil and gas exploration, continued strong growth in key 
resource sectors (mining and forestry), and buoyant 
consumption spending. A major uncertainty is that the 
U.S. economic slowdown could hurt exports, especially of 
forest products. 


In Quebec, real economic growth in 1979 is unlikely to match 


the 3.4% rate attained last year. While Quebec's "soft" 
sectors (textiles, clothing, fqetwear, furniture) will 
continue to benefit from the depreciation of the Canadian 
dollar, import quotas, and the removal of the Quebec sales 
tax on several of these items, in time the stimulus provided 
from these sources will diminish. The construction sector 
will remain depressed. Private investment spending may 
decline about 5% in real terms this year. Investment 
continues to be depressed by economic and political uncer- 
tainties, including those related to the provincial government's 
attitude toward the private sector in general, and toward 
foreign investment in particular. With private businesses 
reluctant to commit funds, public sector investment accounts 


for about 45 percent of total capital expenditure in the 
province. 


The Ontario economy will be adversely affected by weakening 
demand in the U.S. for North American-produced automobiles. 
However, the manufacturing sector overall should remain 
reasonably strong under the influence of continued growth 
of the rubber, plastics, machinery, electrical products 

and chemical industries. The mining sector will recover 
from last year's dismal performance with copper, nickel and 
uranium output in the lead. The service and residential 
construction sectors remain weak. 





In Manitoba and Saskatchewan the agricultural outlook is 
marred by late seeding, a mid-summer drought and early frost. 
While crop yields can be expected to be down considerably 
from last year's level, higher prices for agricultural 
products should mitigate the effect on farm incomes. 


Steady but slow growth should continue in Manitoba. Activity 
in the mining and non-residential construction sectors should 
improve. Manufacturing output will emphasize machinery, 
transportation equipment, electronics and aerospace products. 
The province hopes to obtain C$250 million in "offset" 
benefits flowing from the procurement by the federal 
government of new fighter: aircraft. 


A mood of economic optimism pervades the province of 
Saskatchewan, due to the continuing upward trend of minerals 
production. Potash sales and oil drilling activity have boomed 
and prospects in the coal industry have improved. The 

uranium sector enjoys high revenue and a strong reserve 
position, although the provincial government's intention of 
"staging" uranium development to avoid excess supply has 

caused some uncertainty. The expansion of the Interprovincial 
Steel and Pipe Corporation is proceeding on schedule and 
continues as an important support to the manufacturing sector. 


Alberta's economy continues to shine, although somewhat less 
brilliantly as a result of a slowdown in major construction 
projects and of lower agricultural production. A significant 
increase in the provincial growth rate, from the 4.5% - 5.5% 
level expected this year depends on the sale of additional 
natural gas to the U.S. or initiation of at least one of 
three major construction projects -- the cold lake heavy oil 
project, the Alsands Tar Sands venture or the Alaskan Gas 
pipeline. 


In British Columbia the outlook is for real growth in the 
3.5% - 4% range this year. The growth leaders are forestry, 
mining, tourism and fishing. Investment spending on 
rationalization and expansion is strong in the mining and 
forestry sectors and exploration for oil and gas continues 
at a hectic pace. Other significant anticipated investment 
projects include the expansion of Prince Rupert Harbor and 
the development of the province's northeast coal region. 


IMPLICATIONS FOR THE UNITED STATES 


Canada is the single most important U.S. market, absorbing 
about 20% of U.S. exports. Exports to Canada were up 18% 

to C$35.2 billion in 1978. The Canadian market will continue 
to expand moderately with private consumption and investment 
in the lead. Market growth will vary considerably across 
sectors and among provinces. 





The Atlantic Provinces: The expansion of potential markets 
for U.S. exporters will reflect the resource-based pattern 
of growth in Atlantic Canada. Sales opportunities exist in 
harvesting and processing equipment for the fishing industry, 
pollution abatement equipment for the pulp/paper and coal 
industries, mineral exploration equipment, specialized 
hospital equipment, and electrical generating and control 
products. 


Quebec: Major projects announced or begun in the last six 
months offer good prospects for U.S. suppliers. These include 
the C$100 million Bell Canada/Provincial Bank complex in 
Montreal, the C$30 million expansion program undertaken by 
Dominion Textile Limited, a new C$140 million newsprint 

mill to be built by Donahue Normick Inc. and the City of 
Montreal's program to expand middle income housing. Interest 
continues in air filtration products for ventilating and air 
conditioning systems and in products for home improvement. 


Ontario: The provincial government has stepped up its pollution 
control program. Although provincial procurement policy 

will aim at maximizing Canadian content, markets will expand 
for certain sophisticated control devices not made in Canada. 
The province's industrial incentive program should help 

boost demand for capital equipment, which has a high import 
content. Opportunities also exist for energy conservation 
devices and for electronic and communications equipment. 


The Praries: In Saskatchewan, the expected continued growth 
of the resources sector will boost markets in all support 
industries and services, as well as in mining supplies and 
construction materials. The province is seeking some C$8.0 
billion in capital to continue the development of its resource 
sector through the 1980's. However, the government appears 

to be sensitive to the level of foreign control in the 
provincial economy and has adopted a rather ambivalent 
attitude toward foreign investment. In Manitoba, the rapid 
growth of construction spending and manufacturing investment 
will provide healthy market growth. Other promising market 
areas include health care products, food processing, aerospace, 
light machinery, transportation equipment and electronics. 

The provincial government will support the light manufacturing 
sector to the tune of C$44 million over the next five years. 
The investment climate is favorable. 


Alberta: The best export prospects continue to be oil and gas 
well equipment and supplies, heavy transport and earth-moving 
equipment, construction equipment and supplies, and medical 
research equipment. The size of the market for medical 
research equipment will depend on whether the provincial 
legislature approves the expenditure of C$300 million to 
finance a long term program of medical research. 


British Columbia: Prospective major purchases of saw mill 
and pulp/paper machinery (including hog fuel boilers) hallmark 





the possibilities for U.S. exports to the forest product 
industry. Heavy equipment will be in strong demand in the 
mining industry, while the energy sector requires specialized 
gas exploration, pipeline and processing equipment. In 
addition, construction of major recreational facilities 
(hotels, ski resorts) are planned for the Vancouver area. 

The province is receptive to foreign investment. 


Banking Legislation: Parliament was dissolved last spring 
before considering a bill setting out the government's 
proposed changes in banking legislation. The government's 
proposals would have allowed foreign banks to become chartered 
banks, albeit with restrictions on branches, total assets 
and lending volume. The new government has attathed a high 
priority to securing passage of banking legislation and 
intends to introduce a revised bill shortly after Parliament 
reconvenes on October 9. The proposed legislation is not 
expected to be radically different in its treatment of 
foreign banks from that of the previous government. 


Direct Investment: In 1978, the net book value of U.S. direct 
investment in Canada approximated C$40 billion. This repre- 

sented about 25% of U.S. direct investment abroad and roughly 
one-third of U.S. direct investment in industrialized countries. 


U.S. net direct investment flows to Canada have fluctuated 
considerably in recent years. A net outflow of C$494 million 
in 1976 was followed by a much smaller outflow of C$24 million 
in 1977. In 1978, the outflow jumped sharply to C$1.3 billion, 
mainly as a result of Canadian purchases of U.S.-owned firms 
in Canada. 


As investment in plant and equipment should advance smartly 
this year, opportunities exist in many sectors. Foreign 
investment in Canada is subject to prior approval of the 
Foreign Investment Review Agency (FIRA). FIRA's approval 
requires a finding -- negotiated on a case by case basis -- 
that the investment (new, acquisition, or merger) be of 
"significant benefit" to Canada in areas such as employment, 
entreprenurial expertise, degree of Canadian equity partici- 
pation and management, procurement of Canadian products, 
exports, productivity, research spending, and the competitive 
position of Canadian firms in the same line of business. 

The Agency has been the object of criticism both domestically 
and abroad, and the government has recently undertaken a 
thorough examination of the foreign investment review process. 


Tariff Reductions: For the first time in many years Canada 
has agreed to major reductions in tariffs. When the Tokyo 
Round of tariff negotiations agreed upon this year is fully 
implemented, the average level of tariffs on dutiable 
industrial imports will drop to about 9% from 15% at present. 
(However, the average level of tariffs will remain far higher 
than those of other industrialized countries.) 
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Canada also pledged to adhere to several codes designed to 
reduce the effects of non-tariff barriers ‘to trade. One of 
the most significant codes is that which establishes that 
customs valuation shall be on the basis of transaction 
value rather than on arbitrarily imposed values. Canada 
agreed to scrap its old artificial valuation system in 
return for being allowed to impose an equivalent amount of 
‘additional tariff protection. The new higher tariff will 
become the base from’ which the MIN cuts will take place. 
In addition, Canada agreed to liberalize the protection 
inherent in its "made in Canada" and "machinery" programs, 
as well as agreeing to liberalization in the fields of 
government procurement and technical barriers to trade. 


* U. S. GOVERNMENT PRINTING OFFICE : 1979—311-056/191 
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